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NOTES 
WASHINGTON NOTES 

THE NEW BOND ISSUE 

The greatest borrowing measure of American history has been 
passed by the Senate and House of Representatives, by the former under 
date of April 14 and by the latter under date of April 17 (H.R. 2762, 
Sixty-fifth Congress, first session). This measure authorizes the Secre- 
tary of the Treasury to borrow sums not exceeding in the aggregate 
$5,000,000,000 (besides other issues for special purposes, adding in the 
aggregate a considerable amount to the round sum thus provided for). 
The bonds are to be 3! per cent securities and are to be free of taxation 
except estate or inheritance taxes or taxes levied by state or local taxing 
authorities, and they are not to bear the privilege of serving as a basis 
for currency. Of the sum thus authorized, $3,000,000,000 is to be 
advanced for the purpose of aiding in the support of foreign-government 
credit, the bonds of such foreign governments being converted into 
American securities, so that the United States becomes a large holder of 
foreign issues at the same time that the proceeds of its own sales are 
used for the purchase of commodities needed by the allied governments 
in the war. It is generally admitted that to float so great a loan in the 
United States will require the use of practically all of the machinery for 
the issue and distribution of bonds available throughout the country, 
and consequently a lapse of some little time is to be expected before the 
bonds can be definitively placed on the market and sold to investors. 
Announcement is made that the effort of the government will be to see 
the bonds taken up by ultimate holders rather than by banks, in order 
that the resources of the banks may be kept as liquid as possible. As a 
preliminary measure for the relief of the Treasury, $50,000,000 of short- 
term 2 per cent certificates have already been sold to federal reserve 
banks, and about $250,000,000 of 2§ per cent certificates have been sub- 
scribed for by commercial banks throughout the country. This 
$250,000,000 serves in part as a mere anticipation of the income-tax 
receipts expected at the end of June next, and in part as a preliminary 
payment on the great loan provided for in the act to which reference has 
already been made. It is understood that the certificates of indebted- 
ness thus issued may be used as subsequent payment by subscribers for 
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the "war loan," thereby rendering the preliminary purchases convertible 
in one sense into long-term bonds. While the conditions under which 
the long-term bonds will be sold have not yet fully been made known, 
it is stated that they will probably run for five years, convertible at the 
end of that time into twenty- or thirty-year bonds at such rates of interest 
as conditions may then render possible. Many of the most important 
features of the loan are necessarily placed in the hands of the Secretary 
of the Treasury for determination, it being recognized that promptness 
of action and ability to negotiate as to terms will be essential to the 
entire success of the borrowing operation. 

The floating of the new loan practically marks an epoch in American 
finance. Taken together with the new taxation which is now planned, 
it will probably nearly absorb the entire surplus production of the invest- 
able wealth of the nation during the next year. It thereby practically 
renders impossible the issue of other bonds in any considerable quantities, 
inasmuch as no market exists for other securities anywhere else in the 
world under prevailing conditions, while our own security-buying power 
is absorbed by the new issue of government bonds. Precisely what 
effect this issue will have upon general security prices cannot be positively 
forecast, not only because of the size of the operation, but also because 
on former occasions when transactions comparable to it were undertaken, 
either at home or abroad, there was always an outside market in which 
securities could be disposed of — a market which, as already noted, has 
now practically disappeared in consequence of the general condition of 
belligerency among the nations which have heretofore acted as providers 
of capital. The bond issue is also likely to be of very great significance 
in connection with the new program of taxation, which, if carried into 
effect, will in the case of the larger income-earners be likely to take up 
the surplus earnings above 35 per cent which are afforded by industrial 
and railway bonds. Should the taxation fall as heavily as this upon the 
larger holders of bonds, the result would apparently be to reduce the 
rate of interest to be derived from investments in bonds to about 3§ 
per cent. What effect such a reduction would have upon the process 
of saving can as yet be only a matter of conjecture, but that the influence 
thus exerted will be important is beyond question. 

NOTE-ISSUE POWER OF RESERVE BANKS 

Considerable discussion has occurred within recent weeks with 
reference to the actual note-issue power of the federal reserve system. 
This is a more complicated matter than is appreciated by many, owing 
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to the fact that the holding of gold is divided between the federal reserve 
banks and the federal reserve agents, and that since the system was 
organized considerable amounts of federal reserve notes have been 
issued practically against gold, thereby creating a large fund of gold 
in the hands of federal reserve agents which could be withdrawn by 
substituting commercial paper should business at the banks become more 
active, and should their holdings of paper correspondingly increase. 
While estimates of the issue power of the banks have varied considerably 
owing to the lack of a uniform basis for computation, correct estimates 
show that they could put out today about $1,000,000,000 in federal 
reserve notes in addition to those already in circulation. The method 
of computation is of considerable interest as showing the working of 
the process by which such advances of notes take place. Inasmuch as 
very nearly $1,000,000,000 of notes has been printed and stored at the 
various mints and subtreasuries throughout the country, a considerable 
portion of the sum having already been so distributed, the question of 
rendering this note supply available is entirely in the hands of the 
member banks of the system, which, by presenting paper for rediscount, 
can at any time obtain the use of the paper currency thus made ready. 

The table on p. 507 shows in extended form the details of the 
process of computing the note-issue power, as well as the gold-lending 
power of the banks, taken as a unit. 



